
Whitney Hatch
Vice President
Regulatory Affairs

EX PARTE OR LATE FILED
GTE Service Corporation

1850 M Street, NW, Suite 1200
Washington, D.C. 20036-5801
202 463-5290
Fax: 202 463-5239

February 25, 1997

"..., ", ~ ...

RECEIVED

fEB 261997
Mr. William F. Caton, Acting Secretary
Federal Communications Commission
1919 M Street, N.W., Room 222
Washington, D.C. 20554

EX PARTE: Universal Service (CC Docket 96~nterconnection(96-98)

Dear Mr. Caton:

Today a representative of GTE Telephone Operations met with Jim Coltharp of
Commissioner Quello's office to discuss considerations related to forward-looking cost
estimation procedures. The issues discussed were filed previously in the record of CC
Docket No, 96-98. The attached documents, also filed previously in this docket, were
used to augment the discussion.

Please call me if you have any questions.

Sincerely,

Whitney Hatch

Attachment

c: J. Coltharp
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ITATE Of TEXAS §
f

COUNTY OF DALLAS t

Duaae o. JohftloD, beiDl duly swom accordiDa to Ia't .... as follows:

1. My Dame i. Du8ne O. JolmJou and I am AssiIlIDl Vice PnSctear-leplatory and

OovemmlD1al A1faba for OTE ToWphoDe Opeti.tiOftl. 111 tbat capKity lampouibl. for,

amcms other matters,~ fUials with the FCC, aDd dItenniniD& the impIct OD OTE or

various rquIatory decisioas.

2. I have ove 25 yan cxperie:ftCC with GTE. lMiDa dais time I have held various

positioas in NP!atory NIaUoDs. IOvcmment aftWrs IDd fDlrbdDa ftlnctions.

3. I have Nviewed in dellilche Fodes:al COlftllllmiCatioas Commission'. ("FCC") Fin,

R,port and Ord,,. which was issuod On Aupt 8. 1996. nil order establishes a fiamewort of

natioftal Nles implementinl the lOCAl! competition provisions ofthe Telecommunications Act of

1996.
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4. The purpose of this affidavit is to describe two studies which "We performed under

my direction for tIw purpose ofevaluatina the accuracy and adequacy ofthe proxy COlt and

priem. in the First Reporl alUi On.r. These analyses were performed to evaluate the

differences beLWeeIl the proxy cOlt-bued ceiling J)rices prescribed by the Firsl, RepOrt and Ortkr

(at "711-821) for certain unbu.Ddlccl network elements as compared to the actual~ of

providinS those network elem.ts.

S. The tirst analysis prepand under my direction is desianed to determine the difference

between the ICt\III cost ofa loop and the proxy con adopted by the FCC u a buit for

establishing I proxy price ceiling. The source data for cSete:rmiDinI the lUitUIlavetll' cost of.

loop wu the "UDivenai Service Fund Annual Data Submission to FCC" submitted by the

National Excballp carrier Association (NEeA) on September 29, 199~. This data is based upon

fiJiDp made by local exchlap companies with NECA in acecmIanc:e with cellini~ques

specified by the FCC's Part 36. This data reflects Ktual cOltS for the y_ 1994, which is the

latest available data. The costs inc1ud' direct operatina expenses, capital costs and allotated

overheads. mvesnneats are for the loops, U well as related support stnJctum. These.,. Ule

types ofcosts which the FCC stated would be eliiible for inc~~on in determinina the cost of
,-.

unbwUllo:leLements, even chou&h the PCC specifies these should be estimated OD a forward

looking basis.
.,

6. The awysis COIlYaU the annual cost data found in tho NECA report to a moftthly

amowtt so it eanbe direcdy compand to the FCC pracribed proxy c:eiliq costsIprices. The

analysis shows that, with the exception ofNevada and Nebraska. lb' FCC proxy ceiling

cOlUlpric:es are systematically well below the m;tual costs. Also, me results demonstrate that,

even tbouih the FCC model systematically understates the co~ of loops. it does so in a very
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inconsistent manner.. The net effect of thI use of FCC proxy COles for 1hc purpose ofseaing

prices would result in a 1011 to GlE for almost every un'buDdlcd local looP pro~cI to a

competitor. The results ofthe loop cost Ul81ysis are sbown Oil AttlChmetlt 1.

7. The second study pn:parecl und.er my direction is detiped to COinpll'l the aetwd costs

for wholaa1e oprratiODS of.10Cll exchanae company, after adjustma retail COllI usiq the

FCC'. "avoidable- cost JtIDdad applied to current r&*, to the revenues prodUced by the ceiling

prices specified by the FCC. which wwre set equal to the proxy costs for UDbuadled loops,

UDbun<Ued switehina and tandem switehinl. First R,porrllltd0,.,.. "911-920. The.

lIDIlysis demo..... tbal the FCC bas adopced pmX)' COllI that d1'llmaticaUy UDCIemate GTE's

wholCll1e COltS.

8. GTE HaWliiu relephoac COmplllY (HTC) WIll -Iccted • die bells for &his analysis

for two priDcipaJ teUOIII. Fint, HTC provides telepboDe .moe tbrouPout the state ofHawail,
. .

thus avoictiDa the DIM to distribute loop costa amona multiple complD1es billed upoIl tblir

relative serYice INadeaslda, i.,.. die FCCs alOplphical dcaverapd raies. Secoad. RTe has

rcandy beca involved in. iIwucIte ride cue proceeding. As. raul~ mole detailed data are

readily available lot that compIIIy dam would be the case normally. This filet allowed tho

" .' aMlysis to be done in a sbcxt amoum oftime, compucd. to what woWcl hav. beeD required if the

analysis bad been coDllueted on anotbIr com.pany. AlIO. ill this rate procecdiaa all oftbt costs of

HTe were -.miraed, aDd DIW rata have been put into piKe which Ire approximately equal to

the aarel- orlM cost ofptOvidlna local, accaa uad. toU services in that .-e.

9. If the FCC". proxy cost methods prod.,. results which IN also similar to tile current

cost-baed revenues, _ the FeCs methods ~U1CI he considered to yield ".ood approximation
,

of the actual cost ofwholesale operations. On the other _ ~r the PCC's proxy ~It methods
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produce rates which over- or wader.recover eost~ then the FCC's methods can be considered to be ,

poor east estimation tools. Using revenues as asurrop&e for the agrepte cost at service is

appropriate (or this analysis because the cWTent HTC services, which ute the same equipment as

the fCC's unbundled elements, have very different pric:ina structurn from'those required by the

FCC. For example, local. state aecess, and interstate ace.. switched services use the same

network elementl as the FCC's unbundled switching element. However, HTC's services lie a

combination ot fixed and IUIle sensitive prices that vary with the identity of the cOIlsumer, while

the FCC's proxy price of$.002 to $.004 per minute for the unbundled swi&chiDa element is only'

\lSl8t sensitive, but $Cf\'el tbe same fu.netion. The most convenient way to compare the

undedyina cost estimates used to develop these different rate SUUCh&ret is to compute aDO

compare the aurepte revenues which would be produced by the actualmd proxy cost-hued

JBices.

10. The analysis is based on the fact that, in aureaato, today'. prices recover OTE's total

cost ofprovidina all of its serviea. Thus. at aft lare.ate level, the ditreftDCe between current

revenue, adjusted for'the fCC's estimate ofavoided retail cOlt, aDd the revenue which woulcl be

produced if the Services ~er~ repriced at the proxy cost-hued ceilinl pri~ specified. by the

FCC. can be used to demo._ the arbitrariness ofdle FCC'. proxy cost methods and price

cemnp.l

II. The rciwts of the HTC revenue/cost analysis presented in Attadunent 2, demonstrate

that the proxy cost-baed ceiling prices prescribed by the FCC for usc by state commissions. if

Evon thoup OTE believes the FCCs prescribed range ofavoided CO!t is too high, the
lower end ofthe FeCs 1'11'&1_ of avoided retail cost or 17% wu used to adjust current
revenue in order to reduce the contlict over the analys~s. Thmforc. the results are
conservatively stated.
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applied to HTe. wo'l1d reswt in an under~rccovet')' ranainl from approxtmately S117 to S130

million per yoar. Even with the inclusion of the temporary eeL IDd TIC chafaes, the nvenue

would fall short by from $79 to S91 million per year..Howcvltt the inclUsion oem.se amounts

would understate the mapitude ofthe FC;Cs enor.

12. This under-recovery ofcost would not rault from competitive nwket forces, nor do

the dift'ercmces between the FCC's proxy cost estimalos and actual cost represent indications of

operating inefficiencies. Rather, they are the result oferrors made by the FCC in the application

of inappropriate and il1accurate cost data and cost study mcdIods lor the purpose ofsettina proxy

ceUma prices. It is also the result ofa.ntially repriciog KCeSI Jlrvices UDder the label of

unbundled clemcn~ each ofwhich wens priced on lhe basil ofdift'eren1 COItUlI methods. Prices

ofac:cess services are currendy beNd upoIl'veraae co.. The FCC his specified. the use of

iftcrem!tltU cost as the basis for Pricinl unbundled eltlDtfttl. However. the FCC failld to

include much orthe relevant COil orproviding network elemenu because it relied upon cost

studies which were not bued upon the FeCts own TELlUC principles. Also. the FCC aealected

to deal with the leek ofcost recovery in services undIf their jurisdlcdoa which would be the

expected consequence oftheir action.

",',-".- .
. ~'.~'

NOTARY
Printed Name

SEAL
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Co.parboll ofProxy Loop Rata to Actual Loop Cost I

-
Acl\Jall00p COlt computed from the "Uniwnal Service FUDd AMual D$ Submission to
FCC" submitted by the National Exchaace Carrie.. AsIociation dated September 29.
1995.
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Co....riIoa of Prolf Loop Rata to Actul w.p Cost

WEIGHTED LOOP COSTIMO
iPROXY cEiLING STATE OTE

t-----.:S=T~AT:==-E---fto-LOO--='=]P~AA~·TEIM~O:--+--A~V:':lIml!~ AVERAGE.

ALABAMA
DISCOUNT TO PROXY

ARlZONA..caL
DISCOUNT TO PROXY

$11.25

$21.18

511.10

512.15

521.04
21.7%

1i[15
24••

$11.21
35.$~

S23JO

$30.25
27.1%

S34.04
37.1%

·S25.07
55.7%

142.10
70.0%

511.95 S15.S3 526.53
~~----::2~1.~6%

'FLORIDA
On•• "••1 I IV I TO"PJJ5fi'

HAWAII
D1SCOUNTTO~

IDAHO
DISCOUNT TO PROXY

S13.61

$15.27

520.16

S2S.l0
45.'"

22.0" .

525.05
45.4%

523.09
33.9%

136.19
44.30/0

ILLINOIS
DISCOUNT TO PROXY·

513,12 S13.9S $19.78
5J%"!:"'i-----3~3."'!"!!10A~.

INDIANA _.~~__-=:S~13~.29~ ~I~:tO~U~ ~S;;:22~.3~3

DISCOUNTTO~ 31.0% 40.5%

IOWA
DISCOUNT TO PROXY

515.94 $16.8'2.
5.2%

12%.61
29.50/.
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Co.,arllon ofProsy Loop Rila to Actual Loop COlt

W!fOftll".. ~ LOOP COSTIMO

STATE
IPROXY CElLINO
LOOP RATEIMO

STATE GTE
A.VERAOE . AVERAGE

KENTUCKY
DISCUUN-r 1.-0 PR.OXY

$16.10 514.53 .
31.9%

S21.S1
41.4%

DISCOUNT TO PROXY 19.2%
527.05
43.5%

m~TA $14.11 SI9.05
D SCOUNT TO PROXY 22.2" 4(,1"

MISSOURI $18.32 121.02 534.64
DISCOUNT TO PROXY 12.!M' 41.1 %

NEWUI:YICO
DISCOUNT TO'JlOXY

511.66 526.09 127.16

.NORTH CAROLINA $16.71 $2.5.10 526.49
orscoUNT TO PROXY 33.4"" 36.9'\

J-0RiH::IO~:-::'Ilil:::""=.::::-::Il~.-:-.....- ~Sl";""'....;73-+- ....SII~I.94~ ~S2~3":,,,:.1~6
DISCOUNT TO PKOXY 17~ 32.1%

UISl:OUl'lT TO PROXY 23.3%
532.12
4$.1%

32.7%
$22.94

32.9%
S15.44

DISCOUNT TOlImZ'Y
OREGON

• _. ._ II-VANIA
DISCOUNT TO PI\U~ I

$12.30 S17.12
31.0%

$21.09
41.7%
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TATE

CoaaparilOll of Prosy Loop Rat. to Adull Loop ·C....

11.07

15.49

514.13

15.M

.12
32.1%

·S24.54
4 .4%
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CoaapariloD ofGTE aawaii•• Teleplao•• Rev'D•• fro. Carreat Prices

to

RIYeBu. from fCC Prosy Prices
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NOTES TO REVENUES CALCULATIONS

GTE HAWAIIAN TELEPHONE

• R·t. 8-1. PBX trunk and Touch CaU units and rates are as prnentcd. in me OTE Hawaiian
Tel;phone's J995 rate case. Units are in service uNlI. and rates ace et'f'ecU\'c rattS.

• Custom Call units and rata are baed on actual current data..

• The Local Service Revenue sub-IOta! of5169 million tepIIMDU.approximately 72% of
total annual LocaJ Service Revenue preSented in the Company'. 1995 rate eate. The
remainina 21% ofannual Local Service Revenue or S66 million which is not i~luded in
this analysis is mIde up ofvarious local MrVice revenue suams such as Public Telephone
ReVeDuc. Private Line R.cvenuc. Operator Service ind Di=lOry Aaistanc:e Revenue.
Mobil Rr."enue.. Noa-recurrina Revenue, Cenuanet Revenue. Hawaii Public Utility
Commission (PUC) Surchlqe, and 911~ revenues. Most ofttle notes for these
services \'will be u.naffected by the FCC proxy price cailinas.

• On A\alust 1, 1996, the Hawaii PUC releued its In\erim Decision and Order No. 14833 ift
combined Docket Nos. 94·0298 and 95-0194. This order irIIltId GTE HI,,-aiian
Telephone an incrcue oC517.937 miUion in local ralli. BecIWlC, IS noted,bove, only
72% or total local service revenue is included in this analysis, that portion of the increase
(S12.914.~O) was apportioned to the current local service rev.ue column of the ana1~·sis.

• The Local Service Revenue catelory is adjUlled for estimated avoided eosts by applyina a
17% rate to the revenue. While OTE does Dot support this level ofadjustment. the analysis
has been confonned to the interCOnnection order to avoid controversy.

• SUbKriber Line Cbaraes (SLC) revenues are calculated utilizilla the consistent access line
units from the anaIysiland appropriate current rates.

• Intentate Access eeL. End Office Minutes ofUst. and effective rates arC bwd on acrual
~urrent data.

• eeL minules and revenue are ~luded in the _)"lis in order to demonJUalC the
mapilude of revenue that will be exposed to loa when orden are released in the Access
R.ronn and Universal Service phucs of implementation or by June JO. 1991.
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• IntefStale Access TIIIdem Mimas of Use~ developed by appiyill8 an ''W. CIdor to the
End Omce Sw;tehiDa Minutes ofUte. !be __Ii fIom GTE'. March 1995 In.....
Price Cap Filina, aad representS the per cent oCiD.._ICCII.~wbleh fk)w
throuab a Tandem Switch.

. . -

• State Access MiDutes ofUse and associated reveM* is repzae_ by two iadiYidualllld
combined ca1culadons. .

a. lDU8State Access Cbarp Mm\lteS ofU...rates for End 0IIice, Tandem
Swi-=...... lDCllUCmC are baled aD iaformaiOll lied-with the .HaWlii
PUC mJuly 1995. pursuaDt to DodcetNo. 7702. .

b. End. 0I1ce, Tandem Switcbina, aDd RICII1C Aceea a.we Minutes of
Use we. COJMneCl hm lDIIu&aM Toll MimIies by wlYina In ICCeD
dwp two--Wl)' factor or 1.9OI!1. rhIIlDDIIII Toll Minutes. Current
wiJfrI1II for iDlrutate ~ceSI cIwps wee uti1iacl to calcula1e revenues
6'o1D tt.e minutes.

• eMU data wu supplied by iDcIividual. reapoasibl$ for CMllS coancI administration.

• R.1111IIId to compute revenues arc bIIccl GIl die ptOXJ price ceillDp IIIIIIdated in the
FCC's CC Dock« No. 96-98, Flnt R_port _ 01*,., reIeaId Aupst It 1996.

NetWork IDt«tiIcie Devices (NID) units were developed buIcI Oft .oae·for-oae ratio
applicable to R-I," a oae-for-ttu.l'Itlo appIioIbIe to 8·1s. The JlIOIIIhly rate ofS.71 is
baled on costs cMeJoped specifically for Ha'wIii for 1.-11B·1 NlOs.

• Local EacI OffIce Switebiq MimIIesoru. WMQI~baed 011_ collected from.
sevenl oftlca ill .....of1ocal traffic: performed duriq me period May duouah July
1992•.The data iDdkatId that awrap Iocal- rpi per DlOIl1b per tIIideBce access liM
totlled,200, and &VII. holcliDa times per...",. 3.03 mUlUblS. AVCllplocal
m....per maGtb,. busu.s line totaled 1951ftC111ps, aad p ....boldina time per
m-IIP WM 1.13 .miteS.

• Local TmdIm Swhdainl Minu. ofU. weN dnelopecl by applYiDa die 12% intemate
conveniOll r.c:t« to Local Bad Oftlce Switddq Min..ofU... Tbus,it is IISUDled that
the tame ratio of local mi!autes will require tIadam switehina as wu1be CM8 for interstate
minutes.

• RJernC rates ale 15%of the preserd R1cn1C rates.
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• Rev.DUe sbortfalls ti'orD the aulysil stated in WIllI or. pelccsat reduction from tbc bile
revenue of1268 milliOa .. ·$91 million or )4% under the low linUt scenario and $79 .
million or 29'A UDder the upper fimic scenario.

.
• The bale reYeIWC of $298 million (before lCIjullUDeDt for avoided COltS) represent! 61% of

the estimated to&ll annual revenue for GTE Hawai1u TeIepbooe. .

• GTE Hawailu TelephoDe tepreHIlts approximately S% of'd1e 9TE domestic telephone
access UnCI.



tit H

02-25-199703:15PM FROM
TO 94635239 P. 16

CertItIoate ~'''"I_

I. Judy R. Quinlan. hereby certifY thlt cop_ of the _going -Joint Motion of ,
GTE Corporation and. the So",*" New England TelephoMCom~y for Stay
Pending Judicial RtvieW' liave bMn mailed by first cI8u United Stat. mail.
postage prepaid. on the 21th dlY of Augu•• 1988 to ell J*tift of record.
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CENTIW. OffICE ANAl.YSIS
"U
3:

ITEM IMAWWOSE AZ1E
II
;u
CJ

......N ....... ...... • .OOMM :it

LIES 17._ '7.411 •.11. 8.119
SWTCH IIWESlIENT .,...,234 17.045.234 $3.21O.8DO $1.210.-
-.nESIMOIO'H 10._.713 10....153 H.IUm 1t.a1Ut7Z

ANNUM. COSTS

OPERATING EXPENSES
MMff&WCE ".1. ....1. -.- 1218.183
MMMMGCNERtteAD '1.-'"11 11••1ot $417•• ..,...
DEPREClATIOtt It71.t. 117'.1_ ".732 ••112
~ONINVE8T. 17JI.... $778.. ....• .....1GI
~(MI'ETM . 1.,,132 -'132 $27.125 127.125 -l
lAND I fUI.DINGS .... 1811.- .... $M.J85 0

PROPERTY TAX ••0lIl3 "',043 531•• $31.418

TOTALAMIML COST $3....75 $3._.111 11.520.417 S1_.417
LESS 11% AVOIIED 181.218 SII7.2. 1251.471 ......11

ADJUSTED Mf1IlW..COST 12.-'- 12.'- .1.211.... .....1...

C051lIIO CMft COST1t2) suo.-7 IZ3I.IG7 It.._ _••162 *L..I
1B.M.*It .... .. .... •• VI

I\J

uMGEREVMl to.575 121.711 147.244 S2U22 L..I
\.D

COIlIIIC* COITIMO 1117.232 $2OIAIIO 167..... .'.140
OQ'.'QH COSTIJf&MO $'8.72 $11$1 .75 '12.;12 . "U

I-"
-..J

% lJMtECOWRB) l8IG PROXY 81.1% lOA 55.1% n.n.



b b'

02-25-199703:17PM FROM TO 94635239 P. 18

I
I

~

.':~

:::

.'"
"

N

-
••••••

•...
••••

'I . ' -;. ~~ to '•• ':,-. "••:.' " •

....11: =. M'
,'~' ..•.. ,.,. ...... *, 0'''>' ' ... _...... • ..... " '.' ,. .... J,i

UCl ............ ~-Cl.

................~...........~ ........,.~Ihf' ..... -:-:.".•.~;::

~,--:~.~.~_..".~.~ ;
.... a: =. ~ -1~ i

.- ,~ :""' ,__ .,.H.•••• ._ • .......-.- ':••• , 'I"'~

--~~-~~ ~ ...~ I
••

, ,y' • '.' ,,, ','.\ '••. , ", ,: .t",." .';-:',•.!\ ' ,.(.'

TOT~ Po18


